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educators and businessmen who teach management courses is presented. 
These presentations are intended to be particularly useful to 
Distributive Education in the smaller community where library 
research facilities are limited and equipment for the production of 
visual aids is not readily available. The lecture is designed to be 
presented to the businessman in nontechnical language. The Lesson 
Plan is an outline of the material covered which may be used as a 
teaching guide. The Presentation may be used as written or modified 
to meet local needs and conditions. The Visual Aids are photographic 
copies of the set of visual aids which are available for this topic. 
These visuals are 8- by 10-inch colored transparencies prepared for 
use on overhead projectors. The Supply Department contains materials 
which may be reproduced locally for distribution to course 
participants. Cases in Point are short actual small-business 
management cases which may be used to augment the presentation and to 
develop discussion. The Incubator contains ideas for stimulating 
further thought and discussion by the participants. A bibliography 
and list of Small Business Administration field offices are included. 
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FOREWORD 



The Administrative Management Course Program was developed by the Small 
Business Administration in cooperation with educational institutions to bring 
modern management knowledge and techniques to the owners and managers of 
small businesses. Within 10 years nearly 900 universities, colleges, and local school 
systems have cosponsored almost 4,000 courses with this agency. Over 110,000 
owners and managers of small businesses have attended these courses. Distributive 
Education, working through the local school systems, has accounted for about 
one- third of these totals. 

This is an outstanding demonstration of public spirit and service on the part of 
these hundreds of educational institutions. Yet, there remain many thousands of 
smalhbusiness owners and managers who have never had the opportunity to attend 
an administrative management course. 

A committee on management education, consisting of representatives of the 
Small Business Administration and the Distributive Education Division of the 
American Vocational Association, was formed to study ways of meeting the small- 
business management needs of the small communities and very small businesses in 
poverty areas. The committee recommended that a series of subject presentations, 
including lesson plans, lectures, visual aids, case studies, and handout material, be 
developed to assist in the establishment of administrative management course 
programs in new locations. Further, it was felt that this material could substantially 
assist existing management programs, particularly by emphasizing the importance 
of continuing education for small-business owners and managers, and by assisting 
the busy instructor with his preparation. 

SBA accepted the responsibility for developing a series of subject presentations 
in the field of administrative management for use by educators and businessmen 
who teach these management courses. We believe that these presentations will be 
particularly useful to Distributive Education in the smaller community where 
library research facilities are limited and equipment for the production of visual 
aids is not readily available. It will also assist community planning groups in 
implementing the educational provisions of the Economic Opportunity Act of 1964. 

The booklet was developed by the Courses and Conferences Diyision. I wish 
to express appreciation to the Richmond Public Schools System for granting leave 
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of absence to John O. Perreault, who drafted the booklet. The final version was 
prepared by John M. Bennett under the administrative direction of George C. 
Willman, Jr., Acting Chief of the Division. Artwork for the cover was prepared by 
Michael J. Fontana of the Graphics and Design Branch, Office of Administrative 
Services. 



October 1965 



Irving Manets 

Deputy Administrator 
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A WORD ABOUT THIS SESSION 



This publication, one of a series, is directed toward teaching management 
skills to the small-business man. When the term “management” is used, it refers 
to administrative management functions rather than to purely operational features 
of business. The complete set of subject presentations may be obtained on loan 
from the nearest Small Business Administration field office (listed on the inside 
back cover). Single booklets or complete sets may be purchased from the Superin- 
tendent of Documents, Washington, D.G., 20402. 

This topic, Choosing a Form of Business Organization, was prepared to aid in teach- 
ing one session of a basic course. It contains sufficient material for a 45- to 60- 
minute lecture which is usually followed by a discussion period. The management 
case on page 59 can be used to extend the session or to form the basis for a second 
session on the topic. 

The lecture is designed to be presented to the businessman in nontechnical 
language. It is one approach to teaching organizational management. In- 
structors will probably prefer to modify or revise the lecture in order to use their 
personal background and experience in the subject area. They may also find it 
preferable to alter the topic to take account of the training or special needs of 
their class participants. 

This topic may be handled by a lawyer, a management consultant, or another 
whose training, experience, and interest qualify him. Guide for Part-Time Instructors , 
Distributive Education for Adults , a publication of the U.S. Office of Education, may 
prove useful to local instructors. 

The various sections of the publication are separated by divider sheets of 
different colors. On the following page, these colors are given and the contents 
of the sections are briefly described. 



Gray The Lesson Plan. An outline of the material covered which may be used 
as a teaching guide, or as a framework for developing an individualized 
presentation. The lesson plan contains two columns: the left-hand column 
is an outline of the presentation; the right is a step-by-step indication of pro- 
cedure, including chalk-board suggestions, quotations, discussion points, and 
a keyed guide to the visual aids available. 

Rust The Presentation. A carefully prepared subject presentation which may be 
used as written or modified to meet local needs and conditions. It may also 
be used as a source of information by a person preparing his own lecture. 

Buff— The Visual Aids. Photographic copies of the set of visual aids which are 
available for this topic. These visuals are 8- by 10-inch colored transparencies 
prepared for use on overhead projectors. The subject presentation and lesson 
plan are keyed to the visuals. A set of visuals for each subject in this series 
may be borrowed from the nearest SBA regional office. 

Green The Supply Department. Materials which may be reproduced locally for 
distribution to course participants. Your nearest SBA office can furnish 
information on current availability of SBA free publications, including titles 
published subsequent to this volume. 

Yellow Cases in Point. Short actual small-business management cases which 
may be used to augment the presentation and to develop discussion, or as the 
basis for a second session on the same topic. 

Blue The Incubator. Ideas for stimulating further thought and discussion by the 
participants. This material may be reproduced locally for distribution to 
course participants. “Assignments” are designed to aid in retention of the 
subject matter of the session. 



Note: See back cover for index reference to the divider sheets. 
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STIMULATE GROUP BY SERVING 
AN INSTRUCTIONAL COCKTAIL 



l 

E 

E 

I! 

[ 




RECIPE 

Us* Tht Three B's (Bubbles) 

O Base instruction on problems at learners 
level. 

O Blend instruction with job experience. 

O Brighten instructions with variety of 
illustrations, Investigations 
and group participation. 



FOUR BASIC STEPS OF INSTRUCTION 



Instructing is like selling - - 

Selling 

1. Approach customer 

Promptness 
Put at ease 
Awaken interest 

2. Present merchandise or service 

Select merchandise to fit need 
Show one item at a time 
Demonstrate selling points 

3. Have customer take part 

Get merchandise into customer's 
hands 

Let customer "try on" 
merchandise 

Answer questions and meet 
objections 

4. Bring sale to close 

Help customers decide; ask: 
"which" 

"for whom" 

"when" 

Be sure merchandise fits 
need 

Summarize points of care and 
use 

Handle mechanics of sale 
Pave way for return visit 



Instructing 

1. Prepare the group 

Start on schedule 
Put group at ease 
Awaken interest 

2. Present information 

Gauge material to needs 
Present one point at a time 
Show, illustrate, question 

3. Have group participate 

Get group to discuss 

Have members demonstrate 
or use ideas 

Answer questions and correct 
errors 

4. Bring meeting to a close 

Check on understanding; ask: 
"why" "how" 

"when" * "what" 
"where" "who" 

Be sure group now can use 
information 

Summarize "take away" ideas 

Make a definite conclusion 
Pave way for next session 
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How To Deal With "Difficult Customers ” 




What To Do 

THE “MOUTH" — wants to do Take the play away from him by asking others to 
all the talking. comment on his remarks* 

Deliberately turn to others and ask for their opinions. 
Avoid looking at him. 

Tactfully ask him to give someone else a chance, or 
talk to him in private. 




THE “ARGUER” — constantly Keep cool. You can never “win” an argument, 

tries to catch you up. Always make him back it up. Ask for evidence. 

Avoid getting personal. 

Refer the question to the group and then to him. 




THE “MOUSE” — is in every Call him by uame and ask him for an opinion. Ask 
group. him an easy question he is sure to answer well, then 

praise him. This person is worthy of your attention. 




THE “50-WHATER” — is dis- Point up something he has done as a good example 
interested. of the point being stressed. Ask direct questions 

affecting his work. 
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LESSON PLAN 
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TOPIC: CHOOSING A FORM OF BUSINESS ORGANIZATION 
OBJECTIVES: 

To examine the various forms of business organization. 

To call attention to the importance of a proper selection and cite the major 
financial and legal considerations. 

To show the need for proper legal guidance in the selection process. 



SESSION CONTENT 

I. DECIDING THE FORM OF A 
BUSINESS 

A. Important decision 

B. Never final 

C. No one form best for all 

II. KINDS OF BUSINESS ORGA- 
NIZATIONS 

A. Common forms: 

1. Sole proprietorship 

2. Partnership 

3. Corporation 

B. Uncommon forms: 

1. Limited partnership 

2. Statutory partnership asso- 
ciation 

3. Unincorporated association 

4. Massachusetts or business 
trust 

5. Close corporation 

6. Subchapter S corporation 



TIPS AND APPROACHES 



Discuss. 



Visual 11-1. 



Stress use in individual situations. 
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III. INDIVIDUAL PROPRIETOR- 
SHIP 

A. Advantages: 

1 . Low start-up costs 

2. Greatest freedom from reg- 
ulation 

3. Owner in direct control 

4. Minimal working capital re- 
quirements 

5. Tax advantage to small 
owner 

6. All profits to owner 


Visual 11-2. 


B. Disadvantages: 

1. Unlimited liability 

2. Lack of continuity 

3. Difficult to raise capital 


Visual 11-3. 


IV. PARTNERSHIP 

A. Advantages: 

1 . Ease of formation 

2. Low start-up costs 

3. Additional sources of ven- 
ture capital 

4. Broader management base 

5. Possible tax advantage 

6. Limited outside regulation 


Visual 11-4. 


B. Disadvantages: 

1. Unlimited liability 

2. Lack of continuity 

3. Divided authority 

4. Difficulty in raising addi- 
tional capital 

5. Hard to find suitable part- 
ners 

C. Partnership agreement (should 
include) : 

1. 'The type of business 

2. Amount invested by each 
partner 

3. Divisions of profit or loss 


Visual 11-5. 



4. Compensations to each 
partner 

5. Provisions for drawing by 
partner 

6. Distribution of assets in 
event of dissolution 

7. Duration of partnership 

8. Provisions for dissolving 

9. Provisions for withdrawals 
or admissions of additional 
partners 

10. Dispute settlement 

11. Restrictions on individual 
authority, especially in ex- 
penditures 

12. Settlements in event of 
death or incapacity of one 
partner 

D. Partnership dissolution: 

1 . By agreement of partners 

2. By death 

3. By court action 

E. Assets distributed: 

1. To outside creditors 

2. To partners 

3 . To partners’ investmen ts 

4. To profits 

V. CORPORATION 

A. Corporation is a separate entity: 

1. May act as an individual 

2. Officers are apart from it 

B. Advantages: 

1 . Limited liability 

2. Specialized management 

3. Ownership transferable 

4. Continuous existence 

5. Legal entity 

6. Possible tax advantages 

7 . Easier to raise capital 
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Visual 11-7. 



C. Disadvantages: 

1. Closely regulated 

2. Most expensive form to 
organize 

3. Charter restrictions 

4. Extensive recordkeeping 
necessary 

5. Double taxation 

VI. LIMITED PARTNERSHIP 

VII. PARTNERSHIP ASSOCIATION 



VIII. UNINCORPORATED ASSOCI- 
ATION (JOINT STOCK COM- 
PANY) 

A. Variant of both partnership and 

corporation 

B. Associates do not have limited 
liability 

C. Has perpetual existence 



IX. MASSACHUSETTS OR BUSI- 
NESS TRUST 

A. Created by a deed of declaration 

of trust 

B. Disadvantages: 

1. Shaky legal foundation 

2. Limited liability not allowed 
in some jurisdictions 

3. Taxed as corporation 



Discuss. 

Stress that old “blue-sky laws” do 
not apply. 



X. CLOSE CORPORATION 



A. Characteristics: 

1. Special charter and bylaw 
clauses 



Visual 11-8. 
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2. Long-term employment con- 
tracts 

3. Shareholder’s agreements 

4. Irrevocable proxies and vot- 
ing trusts 

5. Restricted transferability of 
shares 

6. Limited power for directors 

7. Power of veto held by par- 
ticular shareholders 

B. Advantages: 

1. Limited liability 

2. Perpetual existence 

3. Tax advantages 

4. Tailored to closely held en- 
terprises 




XI. SUBCHAPTER S CORPORA- 
TION 

A. Authorized by Subchapter S of 
Internal Revenue Code (1958) 

B. Separate entity of corporation 
disregarded for tax purposes 

C. Avoids “double taxation” of 
corporate income without loss 
of corporate advantages 

D. Requirements 


Distribute Handout No. 11-1. 


XII. LIMITED LIABILITY: IS IT 
IMPORTANT? 

A. Liability characteristics of the 
various forms of organization 

B. Use of insurance to protect 
against risks 


Visual 11-9. 
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XIII. REMOVING PERSONAL AS- 
SETS FROM CREDITORS’ 
REACH 

A. Depends on various State laws 

B. Dangers involved 

XIV. CONTINUITY OF ENTER- 
PRISE A FACTOR IN CHOICE 
OF FORM 

A. Single proprietorship 

B. Partnership 

C. Corporation 

D. Subchapter S corporation 

E. Others 

XV. USING DIFFERENT FORMS 
IN THE SAME ENTERPRISE 

A. For legal reasons 

B. For tax reasons 

C. For personal reasons 

XVI. “CUSTOM TAILORING” A 
FORM FOR YOUR. NEED 

A. Designing an appropriate form 

B. Need for regular legal counsel 

XVII. A SPECIALIZED FORM OF 
BUSINESS ORGANIZATION— 
THE FRANCHISE SYSTEM 

A. Definition 

B. Kinds 

C. Locating a franchise 

D. Advantages 

E. Disadvantages 

8 





Visual 11-10. 



Discuss. 

Visual 11-11. 
Visual 11-12. 
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CHOOSING A FORM OF BUSINESS 
ORGANIZATION* 

INTRODUCTION 



One of the most important decisions that organizers of a small-business enter- 
prise must make is whether to set up the business as a single proprietorship, as a 
partnership, as a corporation, or some other business form. 

When a business form has been selected, the decision is never really final for 
most small businesses. At least it should not be final. Not only will your business 
grow and change in its needs and prospects, but your financial and tax situations 



MAJOR FORMS of 
BUSINESS ORGANIZATION 




Visual No. 11-1 



will change and perhaps new owners will buy into the business. Furthermore, 
legal and tax developments may modify the characteristics and relative advantages 
of the various business forms. In view of such changes, you and your attorneys 
must reexamine from time to time the question of what business form is best adapted 
to the needs of the business and its owners. 

By careful planning and drafting, a business form often can be tailored to 
give it the qualities deemed wanted in a particular enterprise. Thus the selection 
of a form of business organization is not confined to stricdy defined forms but 
includes the traditional forms as they can be designed, by imaginative and skillful 
planning, to meet the needs of the particular business situation. 

* This text is an abridgment and adaptation of the Small Business Management Research Report “Choosing a 
Form of Business Organization,” prepared for the Small Business Administration by the School of Law of Duke 
University. 



9 

780-428 0—65 2 



19 



No one form of business organization, or for that matter no combination of two 
or more of them, is suited to each and every small business. To attempt to state 
what is the best form for all enterprises would be like trying to select an all-purpose 
suit for a man, not a certain man but any man. In choosing a business form, 
consideration to the parties concerned must be made— their likes, dislikes and 
dispositions, their immediate and long-range needs and their tax situations. Also, 
the legal and tax status of each business form in the State or States involved must 

be thought about. Seldom if ever does any one factor completely determine the 
business form. 

Before discussing their advantages and disadvantages, perhaps we should 
enumerate the different business forms and devote a few words to describing 
them and listing some of their main characteristics. 



Some of the forms of business organization available in this country are: (1) 
the single proprietorship (owned by one person), (2) the partnership, (3) the 
corporation, (4) the limited partnership, (5) the statutory partnership associa- 
tion, (6) unincorporated association, the most familiar example of which is the 
joint stock company, and (7) the Massachusetts or business trust. In addition, 
two modifications of the corporate form should be considered, namely, (8) the close 
corporation, and (9) the Subchapter S corporation. 

The most commonly used business forms are the single proprietorship, the 
partnership, and the corporation (including the close corporation). Merely because 
these are the most common forms, however, you should not exclude the other 
organizations from consideration; one of them may prove to be the most serviceable 
in your particular business situation. 



KINDS OF BUSINESS ORGANIZATIONS 



ADVANTAGES of the 

SINGLE PROPRIETORSHIP 
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Single Proprietorship 



The single proprietorship is the simplest form in which a business can be 
conducted. Because of its simplicity, it is the cheapest form to organize. The 
proprietor is the sole owner of the business and has complete control over it. 
This is true even though he cannot operate the business by himself but must hire 
employees to help him conduct it. Furthermore, as sole owner of the business, 
the proprietor is personally liable on business contracts and is responsible for 
torts (negligent acts and other offenses) committed by employees within the 
scope of the enterprise’s activities. 



A partnership contemplates conduct of a business by. a number of persons 
who have the status and authority of owners or principals. The Uniform Partner- 
ship ^.ct defines the partnership as “an association of two or more persons to 
carry on as co-owners a business for profit.” The creation of a partnership ordi- 
narily 'involves the contribution of the capital or foundation of the business — 
that is, property, money, skill, or labor — by the participants. 

Most partnerships are evidenced by an agreement or contract among the co- 
owners. Without question, a carefully prepared written agreement spelling out 
the rights and duties of the partners is highly recommended. Nevertheless, a 
partnership can be created by several persons, simply conducting as co-owners a 
business for profit because a contract, written or oral, is not essential. In fact, 
the partnership relation may be imposed by law upon people who have no in- 
tention of becoming partners. 

When partners do enter into a written agreement defining their relations and 
specifying how profits and losses are to be divided, it is a purely private document. 



DISADVANTAGES of the 
SINGLE PROPRIETORSHIP 




Unlimited liability 
Lack of continuity 
Difficult to raise capital 



Visual No. 11-3 



Partnership 
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There is no requirement that such an agreement, called “articles of partnership,” 
be filed with a public agency. The parties to the agreement are free to include in 
it almost any details they might wish to have for running the firm. 



ADVANTAGES of the PARTNERSHIP 




1 Ease of formation 

2 Low start-up costs 

3 Additional sources of venture capital 

4 Broader management base 

5 Possible tax advantage 

6 Limited outside regulation 



Visual No. 11-4 



Although businessmen often think of the partnership as a unit separate and 
apart from the persons who are the partners, and although it is treated for account- 
ing purposes as such a unit, U.S. law usually does not regard the partnership as 
a legal entity. Legally, it is simply a number of individuals. The assets of the 
business are viewed as belonging to the partners, and they are personally responsible 
for its debts. 



DISADVANTAGES of the PARTNERSHIP 

1 Unlimited liability 

2 Lack of continuity 

3 Divided authority 

4 Difficulty in raising additional capital 

5 Hard to find suitable partners 

Visual No. 11-5 




Members of a partnership have equal rights in the firm’s management and 
in the conduct of its business. Persons dealing with the firm are not affected by 
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agreements among the partners which limit the authority of some partners, at 
least if the outsiders do not know of those agreements. Each partner is an agent 
of the firm and of the partners. Therefore, even a partner who is not particularly 
experienced or skilled in business affairs has the power to enter into contracts or 
other transactions which will be binding on his copartners. This drawback in 
the partnership form in part explains its limited use by larger businesses. 



The corporation is an association of individuals which has a separate legal 
personality; in other words, it is recognized by law as having an existence separate 
and apart from the individuals (shareholders) who own it. Rights, duties, and 
other legal relations arising out of the enterprise are adjusted as though the corpora- 
tion were a separate individual. The shareholders have in theory only an indirect 
interest in the assets of the corporation, which is represented by their right to share 
in dividends and in the distribution of corporate assets on liquidation. The cor- 
poration holds property, enters into contracts, transfers property, and conducts legal 
matters in a capacity separate and distinct from its shareholders. The separateness 
of the corporation is also generally recognized for tax purposes, the corporation 
being considered a “tax entity.” 



The corporation is sometimes referred to as “a creature of statute.” This means 
that a corporation can only be formed by compliance with requirements set forth 
in the corporation statutes of the State where the corporation is being organized. 
Incorporation papers setting forth certain basic information such as the corpora- 
tion’s name, the business it is to conduct, and its capital structure must be prepared 
and filed with certain responsible public officials. Such a document is referred to 
as the “charter,” “articles of incorporation,” or “certificate of incorporation.” 



Corporation 



ADVANTAGES of the CORPORATION 




Orff 2 Specialized management 
Ownership is transferrable 
te/ 4 Continuous existence 



6 Possible tax advantages 

7 Easier to raise capital 



Visual No. 1 1—6 
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Unlike the partnership, whose internal operations can be governed entirely by 
a private contract, a corporation’s financial structure and management pattern 
must conform, in some degree, to standards set out in the corporation statutes. For 
example, a common prerequisite to operation as a corporation is that a specified 
minimum amount of capital must be contributed by the organizers of the business. 

The traditional advantages of the corporation are usually listed somewhat as 
follows: (1) The liability of the shareholders on business obligations, and therefore 
their risk, is limited to the amount they pay for their shares. (2) The management 
of the enterprise can be centralized in a board of directors, thereby permitting 
selection of experts as managers of the business (whether or not they are share- 
holders) and excluding from management any persons among the owner group who 
do not possess desired skills or experience. (3) The enterprise has a continuous 
existence, i.e., the business organization is not dissolved by the death, insanity, or 



DISADVANTAGES of the CORPORATION 

1 ClMly rtfilitti 

2 Hut NpNtiff fom ti Minin 
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Visual No. 11-7 

withdrawal of an owner. (4) An interest in the business, evidenced by stock certifi- 
cates, is easily bought or sold, thus usually permitting a dissatisfied owner to with- 
draw from the enterprise without serious financial loss. (5) Capital can be attracted 
in larger amounts and more readily than when some other type of organization is 
used. As will be pointed out in greater detail later, many of these traditional 
advantages of the corporation form are really not necessary or desirable in most 
small enterprises. 

Limited Partnership 

The limited partnership, a variation of the partnership authorized by statute 
in most States, permits persons who want to contribute capital to an enterprise to 
avoid the unlimited liability of general partners by becoming special or limited 
partners in a firm. To obtain limited liability for the special partners, the orga- 

14 
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nizers of the enterprise must carefully follow a procedure set forth in the limited 
partnership statute. In general, this means that they must draw up articles of 
limited partnership and file a copy of those articles with a public official. The 
statutes also require that a limited partnership have at least one general partner 
whose liability will be unlimited. 

Many businessmen and lawyers do not use the limited partnership, because 
they fear that the special partners’ limited liability might be lost through an inad- 
vertent failure to comply strictly with the requirements of the Limited Partnership 
Act. When the limited partnership was first introduced in this country, that risk 
was certainly substantial. Now, however, under the Uniform Limited Partner- 
ship Act, which is in effect in many jurisdictions, there is no real danger of special 
partners losing the shield of limited liability if they and their attorneys use reason- 
able care in complying with the laws and other rules for setting up the limited 
partnership and observe the limitations placed by the statutes on the activities of 
limited partners. The limited partnership, however, is not a useful device for 
providing limited liability where, as is so often the case in a small business, investors 
desiring limited liability want to participate in the management and operation of 
the business. The reason for this is that special partners lose their immunity from 
personal liability if they participate actively in the affairs of the enterprise. 



Partnership Association 

Laws in a few States provide for a kind of business organization — the partner- 
ship association — that differs from the limited partnership in that all members 
have limited liability (as in a corporation) and interests in the enterprise are 
transferable (as are shares in a corporation). The partnership association, as a 
general rule, is considered a separate legal entity in the jurisdiction in which it is 
organized. Thus it may acquire and hold property, may sue, and is subject to 
suit in the firm name. Furthermore, such an association may be managed by a 
board of managers equivalent to a corporate board of directors. (Instructor’s 
note: Illustrate with local regulations.) 

The partnership association has a number of distinct disadvantages. Statutes 
set a minimum on the number of persons who may form such an association and 
usually place a limit on the duration of these associations, without providing a 
method for renewing the life of an association whose term has lapsed. Further- 
more, failure to comply closely with statutory requirements for the formation of a 
partnership association or with rules governing its operation might result in 
unlimited liability being imposed on its members. This risk of unlimited liability 
for failure to comply with statutory regulations is probably somewhat greater in a 
partnership association than in a corporation. 
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Another disadvantage of the partnership association is that a transferee of an 
interest in such an organization does not become an associate in the business unless 
he is elected to membership by the partners. If the transferee is not elected, he 
is merely entitled to have the association buy his interest. This rule, tends to re- 
strict the transferability of interests in a partnership association because a pur- 
chaser can never be sure that he will be elected to membership. 

Jurisdictions other than the one in which a partnership association is formed do 
not consistently recognize the association as an entity and may treat it as an 
ordinary partnership. The Federal Government, however, taxes it as a corpora- 
tion because it comes within the statutory definition of an “association.” 



Unincorporated Association ( Joint-Stock Company) 

From one point of view, the joint-stock company is simply a variation of the 
partnership form. The articles of association of a joint-stock company, just as the 
articles of partnership, is a private contract; and in early legal theory a joint-stock 
company was simply a partnership whose characteristics had been modified by 
contractual arrangement among the participants. The principal disadvantage 
which the joint-stock company has in common with the partnership, even where 

the joint-stock company has been recognized by law, is that the associates do not 
have limited liability. 



Business Trust 



The “Massachusetts” or business trust is a business organization created by a 
deed or declaration of trust under which assets suitable for a business enterprise 
are transferred to trustees to be managed for the benefit and profit of persons 
holding transferable certificates evidencing the beneficial interests in the trust 
estate. The trustees have legal title to the property in trust and act as principals 
for the certificate holders. As one author has commented, the business trust 
“is a common law device invented to give continuity of life and limited liability 
to the owners of shares in the trust, thus providing two of the main advantages of 
the corporation.” 

A principal disadvantage of the business trust is its rather shaky legal founda- 
tion. Some States refuse to recognize the business trust as a separate form of 
business organization and apply to it the rules governing partnerships or joint 
stock companies. The result in those jurisdictions is that beneficiaries of a business 
trust do not obtain limited liability. Furthermore, like the partnership association, 
the business trust is an “association” for tax purposes, and therefore is taxed the 
same as a corporation. 



Close Corporation 

Some businessmen feel that the corporation is unsuited to a small business 
because it is designed for use by large enterprises requiring the accumulation of 
capital from widely scattered investors. Nevertheless, the fact is that a business 
can be incorporated even though it is to be owned by only a few persons, by 
members of one family, or even by a single individual. Thus, incorporation (with 
the accompanying limited liability, perpetual existence, and, in many situations, 
important tax advantages) is available not only to large groups of investor-share- 
holders, but also to a few prospective participants desiring to organize a business 
and manage it themselves. 



Characteristics of a Close Corporation 



Special charter and bylaw clauses 
Long-term employment contracts 
Shareholders' agreements 
Irrevocable proxies and voting trusts 
Restricted transferability of shares 
Limited power for directors 
Power of veto held by particular stockholders 
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In the past, legislatures and courts have generally failed to recognize the 
distinctive problems of corporations which are owned by a relatively few share- 
holders and to provide suitable legal frameworks for corporations of that type. 
But some members of the corporate bar have exercised a great deal of imagination 
and ingenuity in eliminating those traditional attributes of the corporate form 
disadvantageous to small businesses and in tailoring the corporate form until it 
almost ideally fits closely held enterprises. 

To provide serviceable arrangements for small businesses, lawyers have 
resorted to an interesting array of legal devices, such as special charter and bylaw 
clauses, long-term employment contracts, shareholders’ agreements, irrevocable 
proxies, and voting trusts. Typically, these arrangements restrict the transfera- 
bility of shares in small corporations, place limitations of various kinds on the powers 
of directors, and give particular shareholders power to veto corporate action. 
Through resourcefulness and persistence in modifying the corporate form to meet 
the needs of closely held enterprises, lawyers have created what is virtually a new 
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form of business organization, the close corporation, with qualities, needs, and 
problems that differ widely from those of the public-issue corporation. 



Subchapter S Corporation 



A second modification of the corporate form is known variously as the pseudo- 
corporation, the small-business corporation, the tax option corporation, and the 
Subchapter S corporation. It first made its appearance in 1958 with the enactment 
of Subchapter S of the Internal Revenue Code. Whenever a corporation which 
meets the requirements of Subchapter S chooses the tax status there provided, 
corporate income is divided among the shareholders according to their ownership 
interest or other agreements and included in their individual tax returns. The 
separate being of the corporation is disregarded for Federal income tax purposes. 

Subchapter S was enacted with the objective of enabling enterprises “to 
select a form of business organization desired, without the necessity of taking into 
account major differences in tax consequences.” . It actually provides, however, 
for a form of business organization — the Subchapter S corporation — which is not 
only taxed differently from other corporations but also receives in some respects 
a tax treatment which varies from that of the partnership. Its popularity results 
from the fact that its use avoids the “double taxation” of corporate income without 
loss of such corporate advantages as limited liability and favorable tax treatment of 
“fringe benefits” to shareholder-employees. 

In order to qualify for election to be taxed under Subchapter S, a corporation 
must be a domestic corporation and not be a member of an affiliated group 
eligible to file a consolidated return, must have only one class of stock, and must 
not have more than 10 shareholders. Furthermore, all of the corporation’s 
shareholders must be individuals or estates and none of them may be nonresident 
aliens. Also, the election will “terminate” (1) if 20 percent of the corporation’s 
gross receipts in any year comes from dividends, rents, interest, annuities, royalties, 
or sales and exchanges of stock or securities, or (2) if 80 percent of gross receipts 
comes from sources outside the United States. 

K - 

Whether the Subchapter S corporation should Be considered a form of business 
organization distinct from the regular corporation is debatable. Some persons 
argue that it is simply a corporation with a few limitations on size and capital 
structure. However, because it is taxed differently from the regular corporation 
and because some of the requirements for qualifying for tax advantages under 
Subchapter S have the effect of limiting the flexibility of the corporate device, the 
Subchapter S corporation might well be thought of as a new and distinct type 
of business organization. 
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LIMITED LIABILITY: IS IT IMPORTANT? 



Limited liability of the stockholders is one of the major advantages of the cor- 
porate form of doing business. Often an attorney advising persons starting a 
small business suggests that they incorporate so as to limit their liability to the 
funds they put in the enterprise in payment for their shares. This advice may be 
given without proper consideration of the possibility that, in some business situa- 
tions, limited liability may not be particularly important. It is true, too, that the 
corporate form is sometimes an ineffective shield against the imposition of personal 
liability. 

The attorney should determine whether the participants are putting substantially 
all their assets into the business and thus will not have outside assets which can 
be lost. He should keep in mind that, no matter what form of business organization 
is used, some personal assets will be protected by law and that insurance will be 
available to protect the participants against liability for negligence of employees 
and other potential liability. 



LIABILITY 

CHARACTERISTICS 

SOLE PROPRIETOR 




personally liable for all obligations 
GENERAL PARTNERSHIP-each partner 
personally liable to full extent 



JOINT-STOCK COMPANY-investors liable 
as in a partnership 

CORPORATION-shareholders not responsible 
for the corporation’s obligations 
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The extent to which business forms other than the corporation provide limited 
liability should also be noted, as well as the likelihood that the limited liability 
the corporation provides to the participants in their capacity as shareholders will 
be lost by their incurring personal liabilities for their acts as directors or officers. 



Liability Characteristics of Business Forms 

A sole proprietor is personally liable for all the obligations of his business. 
This means that he risks every asset he owns which does not come under a debtor’s 
exemption. 
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Partners in a general partnership are in a similar position. If a debt or liability 
on a contract is incurred by any of the partners or by a partnership agent while 
he is acting with actual, implied, or apparent authority, or if a tort is committed 
by a partner or employee acting in the scope of the firm’s business, all partners 
are personally liable to the full extent of the claim. A partner’s unlimited 
liability is not affected by the proportion of his interest in the firm. Thus, although 
a partner owns only a one-fourth interest in a firm, he is personally liable for the 
total amount of debts. 

Unlimited liability in a partnership is somewhat reduced because a partner 
who is held responsible on a firm debt can be reimbursed from partnership assets. 
If there are no such assets, he can force his partners to contribute, that is, pay their 
pro rata share, assuming the other partners have property. Members of a partner- 
ship may contract among themselves how they will share the firm’s debts and 
liabilities, but a contract of this kind has no effect on the rights of a tort or contract 
claimant. 

Investors in joint-stock companies, whether organized under the common law 
or under statutes, do not have limited liability. They are liable for obligations 
of the business in the same way as members of a general partnership. 

As a general rule, shareholders in a corporation are not responsible for the 
corporation’s obligations. A shareholder pays an amount for his shares which 
is usually at least the par value of shares with a stated or face value. That is the 
end of his responsibility to provide capital to meet needs of the corporation or 
its creditors. Statutes imposing double liability on shareholders in certain types 
of corporations have largely disappeared. 



Usefulness of Insurance in Protecting Against Risks 

Selection of a business form that provides limited liability for all or some of the 
participants (a corporation, a limited partnership, a partnership association, or 
a business trust) is not the only way to shield the participants from the risks of 
a business. Certain risks may be protected against by the use of insurance. Public 
liability, workmen’s compensation, and other tort liability, for example, may be 
covered by insurance. Loss of rental income is also insurable. Of course, business- 
men ordinarily cannot insure themselves against losses resulting from business 
failure and against liability arising out of business contracts. Thus, the electrician 
cannot take out insurance which will protect him against his competitors’ adopting 
new methods that will force his business to the wall. Nor will he normally find it 
practicable to insure against contract liability in the event his enterprise fails to 
perform a subcontract on a large construction project. 
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REMOVING PERSONAL ASSETS FROM CREDITORS 1 REACH 



Another method of limiting liability is to remove personal assets of the partici- 
pants from the reach of creditors. The precise method depends upon various State 
laws. To do this, the participants transfer title to their personal assets to their wives, 
or they create estates by the entireties so that creditors of neither husband nor wife 
can reach the assets. These methods are not without dangers. There is the risk 
of divorce or of the wife’s dying. Furthermore, the conveyance may be set aside 
as a fraudulent conveyance. Section 5 of the Uniform Fraudulent Conveyance Act 
states that any gratuitous conveyance made when the conveyor is engaged in or is 
about to engage in business that is undercapitalized is fraudulent. 



CONTINUITY OF ENTERPRISE AS A FACTOR IN CHOICE OF BUSINESS 

FORM 



Persons organizing a business usually want to insure that it will continue. 
They may wish to avoid a forced liquidation of their firm if a partner dies or with- 
draws, "hey may desire to pass on to their wives or children a profitable business, 
or they may simply hope that some creation of theirs will survive them. 

While the proper choice of business form can guarantee the legal continuity of 
a business, many lawyers and businessmen overlook the very real possibility that 
continuing the business may be undesirable. Business continuity is often broken 
by a failure to develop adequate managerial skills in junior personnel and by an 
inability to obtain new talent to replace those persons who die or retire. 



How Business Form Affects Continuity 

As a rule, death or withdrawal of a participant has a more serious effect upon 
the continuity of a single proprietorship or general partnership than it does upon a 
corporation, limited partnership, partnership association, business trust, or joint- 
stock company. Even though the law places no time limit on a single proprietor- 
ship, illness or the incapacity of the owner may seriously damage the business and 
his death may terminate it. 

Withdrawal or death of a partner legally ends the partnership, and leads to a 
winding up and a liquidation of the enterprise. Even though a partner has agreed 
not to leave the firm, he has the power to withdraw at any time, subject to liability 
for any damage caused. Furthermore, forces beyond a partner s control, such as 
his bankruptcy or incapacity, will work a legal dissolution no matter what the 
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partner s intent. Often the former partners who are able and wish to carry on the 
business can form a new partnership quickly enough to capture completely the 
business of the former partnership. 

In a corporation, irrespective of whether it is a public-issue corporation or a 
close corporation, death of a shareholder or the sale of his shares does not affect the 
corporation s legal existence. In legal thinking, subject to certain exceptions not 
important here, it does not matter who owns the corporation’s shares. 



The Subchapter S corporation, however, encounters a serious continuity prob- 
lem. Its general corporate character is not affected differently from the other 
corporate forms, but whether or not it will continue to be allowed the tax option 
benefit depends upon a number of factors. Even though the corporation has met 
all of the preliminary requirements on the first day of the first taxable year in which 
the election was made, or the date of the election if that is a later date, it will lose 
its special status if any one of the following happens during the taxable year : 

1. Any new shareholder fails to give his consent to the tax option election, 

2. More than 20 percent of the corporation’s gross receipts comes from royalties, 
rents, dividends, interest, annuities, and gains on sale or exchanges of 
stock or securities, 

3. More than 80 percent of its gross receipts comes from sources outside the 
United States, or 

4. Any one of the preliminary requirements is no longer satisfied. 

These are: (a) that there be 10 or fewer shareholders, (b) that all shareholders 
be individuals or estates, (c) that there only be one class of stock, (d) that no non- 



Business Form and Continuity 
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resident alien be a shareholder, (e) that the corporation not be a member of an 
affiliated group eligible to file a consolidated return, and (f) that the corporation 
be domestic. 

The corporation is not the only form by which legal continuity can be achieved. 
If sufficient assets remain to pay any liabilities of the firm, a limited partner may 
withdraw from the limited partnership. This may be done by dissolving the 
partnership, on a date specified in the certificate for withdrawal or on 6 months’ 
notice to the other members if the certificate did not set a date for withdrawal or 
dissolution. A long restriction upon the limited partner’s rights to withdraw may 
be imposed in the certificate. 

The interest of a limited partner is freely transferred, and the new owner may 
become a substituted limited partner by consent of the other members or by a 
certificate provision giving the limited partner power to substitute a new limited 
partner in his place. Death of a limited partner does not dissolve the firm be- 
cause the deceased’s estate may be substituted for the deceased; the executor or 
administrator may transfer the interest. It must be remembered, of course, that 
the death or withdrawal of a general partner in a limited partnership may have 
substan tially the same effect on operations that it would have in a general partner- 
ship. 

Because the shares of a partnership association are freely transferable, there 
is no danger of dissolution upon the death or transfer of any interest. The statutes 
do, however, place a limited life upon a partnership association, usually 20 years, 
and make no provision for renewal as most corporation statutes do. 

Interests in a business trust or joint-stock company are as freely transferable 
as are shares in a corporation. Thus, in these two forms, the death or withdrawal 
of an owner does not affect the life of the business unit. 



USING DIFFERENT FORMS IN THE SAME ENTERPRISE 



You, as owners and managers of business, should not overlook the possibility 
that you may be able to use several business forms at the same time for personal 
and business advantage. Perhaps you might want a corporation and a partner- 
ship or two in setting up a legal structure to handle your affairs. We will not 
attempt to explore the considerations involved in deciding how many business 
forms should be used in setting up a business. That subject, particularly the tax 
aspects of it, is sufficiently difficult and complex to justify a separate study. 
Whether an enterprise should be broken into several more or less independent 
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units, each conducted under a different business organization, is a question that 
usually arises in a large enterprise with many varied activities or with activities 
in more than one geographical area. 

On occasion, several business forms can be used to advantage even in a small 
enterprise. Here is one example. A partnership, engaged in the manufacture 
and sale of soft drinks, built up over a period of years a highly successful and 
profitable business. All went well until one of the partners married a wealthy 
woman. Then, he began to spend far less time than before on partnership affairs. 
He devoted most of his time to golf, his club, or other recreation. His partners 
became unhappy because they felt that they were bearing more than their share 
of the burden of the firm’s operations. 

In order to stop strife and dissension, the firm’s lawyer had the partners 
rearrange their business operations as follows: each partner was given a separate 
sales territory which he worked as an individual; the manufacturing plant was 
operated as a partnership, but with costs of operation and maintenance allocated 
to each partner on the basis of his sales. Partnership profits were divided on the 
basis of sales. By this use of several business organizations, the breakup of a 
successful small business was avoided, and earnings were distributed to the owners 
roughly according to their contributions to the firm. 



"CUSTOM TAILORING” A FORM FOR YOUR NEED 

Because individual needs, goals, and situations in business vary so greatly, the 
form which you choose to conduct your own firm must be “custom made.” 
Through the resourcefulness of the legal profession, it is now possible for the 
traditional legal forms to be shaped to create a custom form that will best serve you. 

The characteristics of the various legal forms of business organization are 
determined by State law. Because of the variations in State law, you should 
discuss these laws with an attorney familiar with the particular State to find out 
exactly what alternatives exist. 

Once the characteristics of the forms available in your area are known, an 
examination of the particular situation of your business and its participants will 
determine whether individual characteristics of each organizational form can help 
or hinder. These must be weighed against one another; the choice of business 
form is^ important and cannot be slighted by those who seek business success. 
Limitation of personal liability, continuity of business existence, ease of manage- 
ment and control, availability of needed capital, and the relative cost of operation 
through the various legal forms are matters which must be considered. Only 
then can you select a business form that will best serve you. 
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THE FRANCHISE SYSTEM 



The franchise system of distributing goods and services has come of age since 
World War II. It employs new organizational and marketing techniques which 
are changing basic distribution patterns and should be of particular interest to 
almost anyone looking for opportunities in small business. 

In its simplest terms, a franchise is a contract between an independent busi- 
nessman (the franchisee) and a market supplier of goods or services (the franchisor) 
in which the businessman is given the exclusive right to sell these goods or services 
in a specified geographical area. The franchisee has the benefit of the parent 
company’s reputation and established name in addition to its experience and help 
in choosing a location, financing, marketing, recordkeeping, and product promo- 
tion. In return, the franchise holder usually makes a financial investment in the 
business, agrees to pay a commission on gross sales, and purchases supplies or 
equipment from the parent company or consents to a combination of these 
possibilities. 

Early use of franchising as an effective method for distributing goods and 
services was made by the automobile industry and the refiners of oil products — 
both of whom needed mass distribution. Since World War II, franchised opera- 
tions have expanded rapidly into many lines, including the following: 

Insect and pest controls 
Lawn care products and services 
Motels 
Paint stores 
Pancake shops 
Drive-ins and carry-outs 
Soft ice cream units 
Sport and recreation 
Swimming pools 
Water conditioning equipment 



Automatic dry cleaners 

Auto products and services 

Auto parts stores 

Beauty salons and products 

Building improvements 

Carpet and upholstery cleaning 

Credit and collection services 

Doughnut shops 

Health aids and services 

Industrial products and equipment 



By 1964, there were about 340,000 franchised business outlets in the country 
according to the International Franchise Association. The industry breakdown 



by major types of business is as follows: 

Number 

Gas and oil stations 206, 000 

Coin-operated laundries and drycleaning centers 35, 000 

Automobile dealers 30, 000 

Roadside food and beverage establishments 24, 600 

Grocery stores 16, 000 
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Number 

Moving companies 5 } 000 

Soft-drink bottlers 4 } 000 

Carpet and upholstery cleaners 4 } 000 

Hearing aid firms and variety stores 3 } 500 

Water conditioning services 2 300 

Other 9,’ 600 



Total 340, 000 



Advantages of Franchising 

In spite of this rapid growth, the careful businessman must look at all sides of 
a franchise operation before taking such an important step. Here are some of the 
possible advantages of franchised operations: 

1 . Capital investment is less than is normally called for in a comparable non- 
franchise business because financial assistance is often available through 
the parent company. 



2. Working capital requirements are usually similarly reduced because of 
financial assistance and good inventory controls. 




ADVANTAGES .< 
FRANCHISING 



1 Small* than usual capital investment 

2 Lass working capital than normally required 

3 Product or sonrico usually has prior public accoptanco 

4 bexporionca and limited oducation less of a handicap 

5 Maaafoamt assistance 

6 Bettor than avorago profit margins are typical 
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3. A proved product or service can be offered with established public acceptance. 

4. Inexperience and limited education are less of a handicap with management 
assistance provided by the franchisor. 
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5. The better franchising companies provide management assistance on a 
continuing basis, in financing, recordkeeping, advertising, marketing, and 
product promotion. 

6. The franchisee can usually expect good profit margins because the whole 
operation is run with chain-like efficiency. 

7. Because the franchisee and franchisor both benefit from the success of the 
operation, both work hard to achieve it. 



Disadvantages of Franchising 
Possible disadvantages are: 

1. Franchisor fees, prices for supplies, and other charges may be too high for 
the local market. 

2. The franchisee loses some of his independence in conforming to the national 
pattern of operation. 




DISADVANTAGES 
of FRANCHISING 



1 Franchisor foes, supplies, and diaries may ha high 

2 Soma loss of lad ap andanc n 

3 Contract may bo difficult to cancel 

4 Possible problems worfcini with franchisor afiuts 
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3. With a long-term franchise agreement, it could be difficult and expensive 
to cancel out without cooperation from the franchise company . 

4. In some cases, the franchisor’s field men may be slow to adapt their methods 
to meet local conditions. 

5. The local operator may lose some opportunity to use his own ideas because 
of standardized procedures. 
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A survey by the Gallup Poll revealed that 68 percent of all Americans would 
like to have a business of their own. Perhaps this helps explain why more than 
400,000 new businesses are started each year. 

On the other side of the coin, the picture is far from bright. Estimates 
place business discontinuances between 350,000 and 400,000 each year. This 
high rate of turnover wastes billions of dollars each year. 

A substantial proportion of the retail businesses which fail— almost two-thirds, 
in fact are in operation only 5 years or less. The great majority of these failures 
can be traced to inexperience, incompetence, and other shortcomings in manage- 
ment qualifications. Since one of the major advantages of a good franchise 
operation is management training and assistance, a further expansion of fran- 
chising into the retailing community could be a stabilizing factor. 



Locating a Franchise 

Let us suppose one of you is interested in a franchise. You usually learn of a 
franchise opportunity by writing directly to the parent company or responding to 
its advertisement in the business opportunities section of a newspaper or trade 
journal. Following this, there should be a mutual exchange of references and a 
thorough evaluation of the proposition by you and your business advisors. 

After a check of bank references, you should obtain detailed reports on the 
franchise company from the Better Business Bureau and possibly Dun & Bradstreet. 
Other franchise holders should be interviewed. If the proposition still looks 
promising and you have all the facts at hand, then you should make a visit to the 
home office of the parent company for a final “look-see.” 

In any event , prior to signing a contract or making a cash deposit, you should 
go over the agreement with your lawyer or accountant. The standard franchise 
contract can then be reviewed and amended to best serve your own interests. 

A major cause of small-business failure can be traced to weaknesses in manage- 
ment experience and aptitudes. The more successful franchise operations, on the 
other hand, provide extensive management assistance and training to their fran- 
chisees on a continuing basis in recognition of this basic problem. 

For this reason, do not overlook possible opportunities in business franchising 
when you are considering going into a business of your own. 
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USE OF VISUAL AIDS 



WHAT TO USE 
Chalkboard 




Posters , Chart* , and 
Diagrams 




Hand*Out Materials 




Films and Film Strip s 




Samples, Forms, and 
Exhibits 




Pedestal Chart 




WHEN AND HOW TO USE 

Study and plan before a meeting what to put 
on the board and where to put it. Use it to 
present sketches, diagrams, outlines, defini- 
tions, key words, directions, record of class 
contributions, and summaries. 

Suit material to board space. 

Write plainly and quickly. 

Keep wording simple. 

Stand at one side of board while referring to 
material. 

Talk to the group, not to the board. 

Erase material no longer needed. 

To arouse interest and attract attention; to 
show relationships and trends; to inspire 
group. 

Use device large enough to be seen. 

Post where everyone can see. 

Present at right time. 

Discuss information illustrated. 

To present information uniform in character 
and as a guide to material covered; emphasize 
key points; arouse interest and discussion; re- 
view or summarize discussions; and serve as 
permanent reference. 

Select to serve a definite purpose. 

Introduce at right time. 

Distribute in manner to convey its importance. 
Direct members how to use. 

Present an overall view; introduce a new sub- 
ject; emphasize specific aspects of a subject; 
arouse interest; summarize. 

Select carefully to relate to the discussion and 
plan presentation. Arrange room and equip- 
ment for showing. Alert the audience for the 
showing or what will be seen. Run the film. 
Discuss the subject matter and summarize. 

Keep subject matter practical; show develop- 
ment of a process; increase understanding. 
Select only enough to illustrate, not confuse. 
Pass around if necessary. 

Take time to present clearly. 

Comment when presenting. 

A pad of newsprint sheets or similar paper may 
be used for the same purposes as the chalk- 
board. Material recorded with chalk or 
crayon may be saved for future reference by 
the group or by the instructor. 



OVERHEAD PROJECTUALS 



MAJOR FORMS of 
BUSINESS ORGANIZATION 
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Subchapter S Corporation 





ADVANTAGES of the 

SINGLE PROPRIETORSHIP 

1 Low start-up costs 

2 Greatest freedom from regulation 

3 Owner In direct control 

4 Minimal working capital requirements 

5 Tax advantage to small owner 

6 All profits to owner 





DISADVANTAGES of the 
SINGLE PROPRIETORSHIP 



Unlimited liability 
Lack of continuity 
Difficult to raise capital 




ADVANTAGES of the PARTNERSHIP 



1 Ease of formation 

2 Low start up costs 

3 Additional sources of venture capital 

4 Broader management base 

5 Possible tax advantage 

6 Limited outside regulation 




DISADVANTAGES of the PARTNERSHIP 

1 Unlimited liability 

2 Lack of continuity 

3 Divided authority 

4 Difficulty in raising additional capital 

5 Hard to find suitable partners 




ADVANTAGES of the CORPORATION 



1 Limited liability 

2 Specialized management 
Ownership is transferable 

% 4 Continuous existence 

5 Legal entity 

6 Possible tax advantages 

7 Easier to raise capital 
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